Abstract: China and India are two of the most important developing countries. In this paper we first state the current situations of financial services trade in China and in India. Next, we compare China's financial services RCA index with India's and find that India has the greater values of RCA indices than China. Thereafter, this paper tries to give the enlightenments of India's financial services trade on China's financial reform, which includes speeding up the financial reform, improving the relevant legal system and improving the rural financial market.
Introduction
Trade in financial services is transaction of financial services and their process between countries or regions. According to the definition in General Agreement on Trade in Services, international financial services includes services in banking, insurance, securities and financial information. According to modes of supply, there are cross-border trade, consumption abroad, commercial presence and presence of natural persons for the delivery of international financial services.
Data of cross-border trade in financial services can be obtained by balance of payment statistics. Although according to the definition of WTO, financial services include services in insurance, banking and other financial services, most of researchers analyze insurance service and financial services separately, therefore, this paper focuses on the analysis on the cross-border trade in financial services except insurance services.
China and India, two of the most important developing countries, have different situations in financial services trade. This paper examines the comparison between China and India's financial services situation and further gives the enlightenment on China's financial reform.
Current situation of financial services trade in China
Before 1997, the data of financial services trade in China were not collected. In 1997, China began to make Balance of international payments according to the rules of BPM5 promulgated by IMF, and data of trade in financial services were included. Table 1 provides the data of trade in financial services in China since 1997. We can use the data in Table 1 to make out figure 1 which clearly displays the trend of China's trade in financial services during the period between 1997 and 2014. Three curves in Figure 1 show the trend of export, import and balances of China's financial services by mode of cross-border supply. Overall, with the rapid growth of Chinese economy during these years, though with some small fluctuations, export and import of China's financial services has maintained upward trend, and after 2011, they display a stronger growth until 2014. With regard to the balance of financial services trade, figure 1 shows that there were deficits in most of the years except a few years.
Current situation of financial services trade in India
India's exports of services have grown consistently over the last years. In 2000, India's exports and imports of commercial services were US$ 13.031 billion and US$ 18.898 billion, accounting for 0.88% and 1.29% of the total world commercial services exports and the total world commercial services imports. In 2014 India's exports and imports of commercial services climbed to US$ 155.627 billion and US$ 146.930 billion, and in the meantime, share to the world exports and imports of commercial services increased to 3.15% and 3.07%. While in the same year, the share of India's merchandise exports to the world merchandise exports is 1.69%, and the share of India's merchandise imports to the world merchandise imports is 2.43%. Obviously, India's services trade plays a more important role in world trade than India's merchandise trade.
Data of India's trade in financial services are not available before the year of 2000, and since 2000, we can find the related data of India's financial services trade by mode of cross-border supply. Figure 2 displays the trend of India's trade in financial services during the period between 2000 and 2014. Three curves in Figure 2 show the trend of export, import and balance of India's financial services by mode of cross-border supply. According to international trade statistics 2015 issued by WTO, export of India's financial services in 2014 rank 8th, the highest ranking between the developing countries, while China rank 9th in 2014.
Comparison between China and India's financial services RCA indices
The most common approach of measuring the comparative advantage of one country is to invoke Balassa's principle of revealed comparative advantage. It is given as:
where Xj is the export of a service (or good) of country j, Xtj is the total exports of country j , Xw is the total world exports of a service (or good) and Xtw is the total world exports. RCAj measures if a service (or good) is more important in country j than they are in total world exports, therefore, values of RCAj greater than 1 means that country j has the comparative advantage in financial services export whilst less than 1 means comparative disadvantage. Table 2 displays China and India's RCA indices in financial services during 2000 to 2014. We can see, except 2010 and 2011, values of the RCA indices of both countries were less than 1, which suggests that both countries don't have revealed comparative advantage in financial services. But overall, the values of RCA indices of India were greater than the values of China, and even in 2010 and 2011, the value of RCA indices of India exceeded 1. Although compared with some developed countries, the values of India's RCA index in financial services were still relatively low, India has greater comparative advantage than China in financial services export.
India's enlightenments on China's financial reform
Firstly, China should speed up the financial reform and establish a sound and efficient financial system as soon as possible. Compared with other developing countries, India has a relatively sound financial system. As UK's former colony, India's financial system has a long history. Early in the 19th century, India has build a relatively complete financial system, and in the 1990s, India conducted financial reform, all of which contribute to the formation of a relatively sound financial system in India.
Secondly, China should adopt efficient ways to improve the relevant legal system. India's comparative advantage of financial service export is partly attributed to its sound legal system. India's relatively sound legal system is conducive to the operation of the financial system, and as India's legal system is western system left by UK colony period, it is easier for India to develop international cooperation and supply financial services. Therefore, since the strength of the legal system matters strongly for the trade in financial services, it is important for Chinese policy makers to continually improve the quality of the legal systems such as strengthening the rule of law and minimizing the number of days it takes to enforce a contract in order to facilitate higher levels of trade in services 1 .
